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SUMMARY OF AMENDMENTS MADE BY FINANCIAL 
INSTITUTIONS ACT 


(S. 1451 and H. R. 7026) 





EXPLANATORY NOTE 


The following is a summary of the changes in existing law incor- 
porated in the Financial Institutions Act of 1957 (S. 1451 and H. R. 
7026), prepared to assist the members of the committee during the 
hearings on these bills. 

The summary does not cover those provisions of the bill which are 
the same as existing law or which make only formal changes in existing 
law. References to page numbers are to pages of the bills and apply 
alike to both bills. There are two differences between the bills: these 
are covered by paragraph 1 under title 1V of the summary, and 
paragraph 3 of title V. 














SUMMARY OF AMENDMENTS MADE BY FINANCIAL 
INSTITUTIONS ACT 


(S. 1451 and H. R. 7026) 
TITLE I. NATIONAL BANK ACT 


1. De puty Comptroll re 


Section 5 (p. 8) authorizes appointment of two new Deputy Comptrol- 
lers of the Currency. 
gS. i ‘onflicts of inte rest 

Section 8 (b) (p. 9) prohibits the Comptroller and Deputy Comptrol- 
lers from owning stock or holding a position in any national bank. 
It also prohibits employees of the Comptroller’s Office from accepting 
employment in any national bank within 2 years after leaving the 
Office, except with the Comptroller’s approval. 
8. Capital stock 

Section 14 (a) (p. 10) requires that 100 percent of capital stock be 
paid in before a new national bank may start business; existing 
statute requires 50 percent, but the practice since 1935 has been to 
require 100 percent. 

. Prefe rred stock 


Section 20 (p. 14) authorizes national banks to issue preferred stock; 
present law authorizes this only on emergency basis. 


. Divide nds 


Section 21 (p. 15) permits national banks to pay dividends quarterly 
or annually, as well as semiannually. It forbids payment, without 
the Comptroller’s approval, of dividends in any year which exceed 
that year’s net profits, plus retained net profits from previous 2 years, 
minus required transfers to surplus or stock-retirement fund. 

6. Shareholders’ list 


National banks must now maintain lists of all shareholders, and 
permit creditors to see the lists. Section 22 (p. 16) repeals the credi- 
tor’s right to see the list, and adds a requirement that the bank must 
notify the Comptroller of any sale of shares involving more than 10 
percent of outstanding stock. 

Disclosure of stockownership 

Section 23 (p. 17) applies where someone other than the record 
owner has a beneficial interest in stock of a national bank, and the 
stock involved is more than 5 percent of the bank’s total outstanding 


stock. It requires the record owner, in such a case, to notify the Comp- 
troller of the name of the beneficial owner. 











2 AMENDMENTS MADE BY FINANCIAL INSTITUTIONS ACT 


8. Cumulative voting 


A sharebolder in a national bank now has a statutory right, in 
voting for directors of the bank, to cumulate his shares. That is, he 
may give one candidate a number of votes equal to the number of his 
shares times the number of directors, or distribute his votes on the 
same principle among as many directors as he sees fit. Section 26 (c) 
(p. 18) would eliminate cumulative voting unless the articles of asso- 
ciation provide for it. 


9. Removal of officers and directors 


Section 29 (p. 20) revises the procedure under which the Federal 
Reserve Board may remove an officer or director of a national bank. 
Under present law, to remove an officer or director the Board must 
find he “continued” to violate a banking law or to engage in an 
unsound practice after the Comptroller had warned him against it. 
Under the new section, the Board could remove him on the basis of a 
single violation or unsound practice after warning. The new section 
continues existing provisions for court review of the Board’s removal 
action, but provides for review on the “weight of the evidence” rather 
than under the substantial evidence rule as is now provided. 


10. Charitable contributions 


Section 31 (a) (8) (p. 22) authorizes national banks to contribute 
to community funds, charitable, philanthropic, benevolent instru- 
mentalities conducive to public welfare, nonprofit educational in- 
stitutions, or other nonprofit organizations established for civic 
improvement, without regard to State law. The present law author- 
izes such contributions only if they are not prohibited by State law. 


11. Stock options 


Section 31 (a) (9) (p. 22) would authorize a national bank to set up 
a stock option plan, if approved by the Comptroller and the holders 
of two-thirds of the bank’s stock, under which stock may be sold to 
employees at not more than a 15 percent discount. That is, the price 
must be at least 85 percent of market value or book value, whichever 
is greater, as determined by the Comptroller. 


12. Acquisition of bank stock 


Section 32 (b) (p. 25) authorizes a national bank to acquire stock in 
another bank in connection with a merger or consolidation if the 
Comptroller approves. This would be an exception to the existing 
eo against a national bank acquiring the stock of any other 

ank. 


13. Transfer of trust powers 


The Federal Reserve Board now has authority to grant trust powers 
to national banks and to issue regulations governing the exercise of 
such powers. Under section 33 (p. 25) this authority would be trans- 
ferred from the Board to the Comptroller. 


14. Loan limits 


As a general rule, a national bank may not lend more than 10 
percent of its capital and surplus to any one borrower. Section 34 
(p. 28) relaxes this limit for loans on frozen food, dairy cattle, and 
installment consumer paper. Under the new section 34 (b) (6) (B) 
(p. 30) a bank could lend up to 25-percent of its capital and surplus 
to one borrower for not more than 6 months, if the loan is ound by 
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insured frozen or refrigerated readily marketable staples. Under 
section 34 (b) (7) (B) the 25-percent limit would apply san to obliga- 
tions of dealers in dairy cattle arising out of the a of dairy cattle, 
where the obligations bear a full recourse or unconditional guaranty 
of the dealer. Section 34 (b) (12) applies the 25-percent limit to 
consumer installment paper acquired from one seller which carries 
the seller’s full recourse endorsement or unconditional guaranty, 
unless the bank certifies that it is relying on the original maker of the 
note, in which case the basic 10-percent limit on loans to the maker 
would apply and the obligation would not be considered in deter- 
mining whether the 25-percent limit on loans to the seller of the note 
had been reached. 


15. Maximum interest rate 


Section 35 (p. 32) continues the existing limits on interest rates 
chargeable by national banks (roughly, it is the State legal limit, or 
7 percent if there is no State limit), with one new provision. The 
new provision exempts certain purchases of obligations from these 
limits: that is, where a national bank purchases an obligation in a 
State where such a purchase is not subject to the State usury laws, 
the purchase would also be exempted from the Federal limits pre- 
scribed by section 35. 


16. Real-estate loans 


Section 36 (p. 33) makes several changes in existing limits on real- 
estate loans by national banks. First, it permits loans on leaseholds 
which run (or may be renewed so as to run) for 10 years beyond 
maturity of the loan (now the lease must be for 99 years and renew- 
able, or run 50 years beyond date of loan). Second, it permits 18- 
month loans for construction of commercial or industrial buildings 
where there is a firm commitment for permanent financing on com- 
pletion of construction. Such loans, together with presently author- 
ized construction loans for homes and farms, could not exceed 100 
percent of capital and surplus (the present limit, which applies only 
to homes and farms, is 50 percent of capital). Third, it provides that 
business loans made primarily in reliance on the borrower’s credit 
standing and forecast of operations shall not be subject to the restric- 
tions on real-estate loans, even though secured by a mortgage on the 
borrower’s land. Fourth, a similar exemption is provided for 36- 
month loans to finance construction of certain public buildings. 


17. Limit on bank’s debt 


Section 37 (p. 36) raises the limit from 100 percent of capital to 
100 percent of capital plus unimpaired surplus. 


18. Branches 


Section 39 (p. 37) makes two changes relating to branches of 
national banks. Section 39 (b) provides that in case of a merger or 
consolidation where the continuing bank is a national bank, it may 
retain its branches without obtaining approval of the Comptroller, 
as is now required. Section 39 (f) contains a new provision authoriz- 
ing banks to accept deposits at schools in connection with savings 
plans, by providing that such transactions shall not be treated as 
operation of a branch. 
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19. Moving main office within city 

Section 40 (p. 39) would require approval of the Comptroller before 
a national bank may move its main office within its own city limits; 
approval is now required only for a move outside the city. 


20. Statement of security for deposits of public funds 

Section 42 (p. 40) omits a requirement now in the law that the 
Secretary of the Treasury make an annual public statement of the 
securities required of banks as depositaries of public funds. 
21. Investment in bank pre mises 

Investments by national banks in bank premises are now limited 
to 100 percent of capital stock. Section 43 (p. 40) raises the limit to 
100 percent of capital stock or 50 percent of capital and surplus, 
whichever is greater. 


22. Restrictions on engaging in banking 


Section 44 (p. 40) prohibits any firm from engaging in banking unless 
it is subject to examination and regulation by State or Federal author- 
ities. It also prohibits any institution organized under Federal law 
from advertising that it is a bank unless it is expressly authorized 
receive demand deposits and make loans and discounts or to use 
“bank” in its name. 


23. Amending articles of association 


Section 47 (p. 43) is a new provision setting forth a procedure for 
amending the articles of association. It provides for amendment by 
majority vote of the shareholders, at a meeting called with 10 days’ 
notice. 

Audits 

Section 48 (c) authorizes the Comptroller to order an audit of a 
national bank by an independent auditor whenever he deems it 
necessary. 


25. Confidentiality of examination reports 


Section 50 (D. 45) makes the examination reports made by national 
bank examiners, together with related information, pr ivileged against 
disclosure, although available to congressional committees. 


26. State examination or license 


Section 51 (p. 45) exempts national banks from examination or 
licensing by any State. 


27. Reports to Comptroller 


Section 52 (p. 46) gives the Comptroller greater discretion as to the 
form and timing of the reports he requires of national banks. It con- 
tinues. the basic requirement that at least three such reports shall be 
made each year. It does away with the present requirement that the 
report must be filed within 5 days after it is requested, and it permits 
the Comptroller to vary the report form depending on such factors as 
the size of the bank and the nature of its operations. 
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28. Consolidations and mergers 

Sections 53, 54, and 55 (p. 47 et seq.) rewrites the existing provisions 
on consolidation of national banks, consolidations of State banks into 
national banks, and mergers of State or national banks into national 
banks, so as to achieve more uniformity in these procedures. 
29. Sale of assets to another bank 

Section 58 (a) (p. 59) continues the existing requirement that liquida- 
tion of a national bank must be approved by vote of the shareholders 
owning two-thirds of the stock, and adds a new requirement that if 
the liquidation involves the sale of its assets to another bank, the 
purchase and sale agreement must also be approved by two-thirds 
vote except In emergencies. 
380. Winding up business 


Section 61 (p. 61) makes a number of changes in the details of the 
procedures for winding up the affairs of a national bank. 


81. FDIC as conservator for national bank 


Section 64 (j) (p. 68) provides for appointment of the Federal 
Deposit Insurance Corporation as conservator for an insured national 
bank when defalcation losses are heavy in relation to capital but not 
known in precise amounts. Under present law, in such cases the bank 
must either be placed in receivership with FDIC as receiver, or 
arrangements must be made for another bank to acquire its assets and 
assume its deposit liabilities. Under the new provision, FDIC could 
act as conservator for 30 days, while the extent of the defalcation is 
determined and a erie solution is worked out. 


" Bection 68 (p. 72) relates to reserves a collie national banks 
ouiside the 48 States. As rewritten, it does away with the present 
requirement that the Comptroller must approve the banks where these 
reserves are kept on deposit. 


94131—£ 


au 
~1 








TITLE Il. FEDERAL RESERVE ACT 


1. Branch buildings 

Section 4 (c) as rewritten (p. 74) removes the existing dollar ceiling 
on expenditures for building branch offices of Federal Reserve banks. 
2. Payment of 90 percent of earnings to Treasury 

Section 7 (b) (p. 76) would require each Federal Reserve bank, after 
payment of dividends and provision for reserves, to transfer 10 per- 
cent of its annual net earnings to surplus and pay the remaining 90 
percent to the United States as a franchise tax. Virtually the same 
result is now accomplished by requiring the Federal Reserve banks 
to pay interest on the amount of their outstanding Federal Reserve 
notes less the amount of gold certificates pledged as collateral security 
against such notes 


3. Rotation of membership on Federal Advisory Council 

Section 8 (a) (p. 77) provides that any member of the Federal Advi- 
sory Council who has served 6 consecutive terms of 1 year each shall 
be ineligible to serve again as a member of the Council for 3 years. 
4. Majority vote of Board members 

Section 10 (b) relates to discounts by Federal Reserve banks of 
certain business obligations when authorized by the Federal Reserve 
Board. Under present law this authorization must be given by th: 
affirmative vote of not less than five members of the Board. As re- 
written this authorization may be given by a majority of the Board 
members in office. Similar changes to authorize action by a majority 
of the Board rather than by a specified number are made in section 
39 (b) (p. 117) and section 42 (p. 121). 

Repeal of business loan authority 

Section 13 (p. 83) omits the existing authority for Federal Reserve 
banks to make working capital loans and commitments to established 
industrial or commercial businesses. 

Rotation of directors of Federal Reserve banks 

Section 17 (a) (p. 88) provides that a director of a Federal Reserve 
bank who has served 2 consecutive terms of 3 vears each shall be 
ineligible to serve again as a director for 3 years except that the 
Chairman of the Board of Directors may serve 3 consecutive 3-year 
terms. 


’ 


Residence of directors 

Section 17 (a) (p. 88) also provides that each director of a Federal 
Reserve bank shall reside within the bank’s district or within 50 miles 
of the bank. 
8. Federal Reserve agents 

Section 19 (p. 90) eliminates the present requirement that Federal 
Reserve agents and assistant Federal Reserve agents shall be persons 
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of “tested banking experience.” It also provides that a Federal 

eserve agent may delegate duties of a ministerial characte assist- 
R gent may delegate duties of a ministerial character to t 
ant Federal Reserve agents. 


9. Reports of State member banks 


Section 23 (b) (p. 95) continues the present requirement for three 
reports of condition from each State member bank to its Federal 
Reserve bank during each year, but eliminates the similar requirement 
as to reports of payment of dividends. Under the new provision a 
State member bank would be required to make dividend reports 
only at such times as the Board requires. Each Federal Reserve 
bank would also be authorized to call for special reports from any of 
its State member banks whenever necessary to obtain full and com- 
plete knowledge of its condition. 

10. Stock acquisitions in connection with absorptions 

Section 23 (d) (p. 96) would permit a State member bank, with 

the approval of the Board, to purchase and hold for not more than 


90 days the stock of another bank in connection with the proposed 
absorption of the other bank. 


11. Number of directors. 


Section 23 (e) (p. 96) continues the existing requirement that a 
State member bank must have not less than 5 nor more than 25 
directors but exempts from this requirement any bank the majority 
of the stock of which is owned by a State. 
rz. Shareholders’ lists 

Section 23 (f) (p. 96) would require each State member bank to 
keep a list of stockholders; to transmit such lists to the Board within 
10 days of any demand for it; and to notify the Board of any single 
transaction involving the transfer of 10 percent or more of the out- 
standing shares of the bank. 

18. Disclosure of stockownersh ip 


Section 23 (g) (p. 96) applies where a other than the record 


owner has a beneficial interest in stock of a State member bank, and 
the stock involved is more than 5 percent of the bank’s total out- 
standing stock. It requires the record owner in such a case to notify 


the Board of the name of the beneficial owner. 
14. Investments in bank premises 

Section 23 (h) (p. 97) provides that a State member bank must 
obtain the Board’s approval before investing in bank premises in 
excess of 100 percent of its capital stock or 50 percent of capital and 


surplus, whichever is greater. Under present law such approval must 
be obtained if the investment exceeds 100 percent of ¢ apital stock. 


15. Audits of State member banks 

Section 24 (c) (p. 99) authorizes the Board to order an audit of a 
State member bank by an independent auditor whenever the Board 
deems it necessary. 
16. Confidentiality of examination reports 


Section 24 (f) (p. 100) makes the reports of examinations made 
under the direction of the Board or the Federal Reserve banks, together 
with related information, privileged against disclosure, although 
available to congressional committees. 
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Loans to executive officers 


Section 28 (e) (p. 102) relaxes the existing prohibition against loans 
by member banks to their executive officers. Loans not exceeding 
$2,500 are now exempt from this prohibition if approved by a majority 
of the entire board of directors. ‘The new act raises this exe mption to 
$5,000 and such exempted loans could be made without the prior 
approval of the board of directors. In addition, the requirement that 
borrowings by exec utive officers from other banks be reported to the 
executive officer’s own bank would be eliminated where the amount of 
the officer’s cen! does not exceed $15,000 in the case of a home mort- 
gage loan or $5,000 in other cases 
~~ Re moval . Officers and directors 

ection 29 (p. 104) revises the procedure under which the Federal 
ti ve Board may remove an officer or director of a State member 
bank. Under present law to remove an officer or director the Board 
must find he “‘continued”’ to violate a banking law or to engage in an 
unsound practice after the Federal Reserve agent had warned him 
against it. Under the new act the Board could remove him on the 
basis of a single violation or unsound practice after warning, and the 
warning would be given by the Board instead of the Federal Reserves 
agent. The new section continues existing provisions for court 
review of the Board’s removal action but provides for review “on the 
weight of the evidence” rather than under the substantial eviden: 
rule as now provided. 


19. Double Liability of share holds rs 


Section 30 (p. 104) eliminates the existing provision for doubl; 
liability of Federal Reserve bank shareholders. 
20). Holding company aff iate & 

The reserve of readily marketable assets required to be maintained 
by a “holding company affiliate’? may, under present law, be used 
only for replaceme nt of capital in affiliated banks. Section 33 (b) 
(3) of the bill (p. 109) would permit such reserve to be used also for 
additions to capital of affiliated banks. A new provision would make 
it necessary, where there are several holding company affiliates with 
respect to the same member banks, for only one of such holding com- 
pany affiliates to maintain the reserve of readily marketable assets, 
if such company is designated by the Board and all of the stock of th: 
affiliated banks which is directly or indirectly owned or controlled by 
the various holding company affiliates is owned or controlled, directly 
or indirectly, by the designated company. 

21. Audit of Board’s accounts 

Section 38 (h) (p. 115) would require the Federal Reserve Board to 
have its accounts audited annually by a firm of certified public 
accountants. Reports of such audits would be required to be trans- 
mitted to the Banking and Currency Committees of the Congress. 
22. Conflicts of interest 

Section 38 (i) (p. 115) prevents any employee of the Federal Reserve 
Board or of any Federal Reserve bank from accepting employment 


in any member bank within 2 years after terminating his employ- 


ment with the Board or the Reserve bank, except upon approval of 
the Board. 
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23. Audits of Federal Reserve banks 


Section 39 (m) (p. 118) provides that the Board shall take suitable 
neasures to assure that examinations of the Federal Reserve banks 
meet the highest standards of commercial audits; and for that pur- 
pose it authorizes the Board to arrange for certified public account- 
ants to review the adequacy of the procedures followed in examining 
Reserve banks. It also provides that copies of examination reports 
shall be transmitted to the Committees on Banking and Currency of 
the Congress. 


mn, F 


ws Fore eqn rranche S 

Section 44 (f) (p. 126) provides that the Board by regulation may 
authorize foreign branches of national banks to exercise such further 
powers as may be usual in connection with the banking business in 
the places where such branches operate. 








TITLE Ill. FEDERAL DEPOSIT INSURANCE ACT 


Definition of “deposit” 

This definition, in section 2 (j) (p. 149), makes two changes in 
existing law. Where an insured bank deposits trust funds in another 
bank, these deposits are now insured up to $10,000 whether the second 
bank is insured or not; the new section limits coverage to cases where 
the second bank is insured. It also eliminates a provision under 
which mainland insured banks may now exclude from insurance cover- 
age deposits in their branches in Alaska, Hawaii, and the Virgin 
Islands. 

2. De fAinit ron of 6b) 9 SUT ] Ii nosit’’ 

This definition, in section 2 (k) (p. 150), extends insurance coverage 
to include interest on bank deposits which has accrued but not been 
credited. 

Defin ition of “branch’’ 

This definition, in section 2 (m) (p. 150), is broadened to cover 
branches established anywhere (present law covers United States and 
specified Territories and possessio1 is). It also provides that accept- 
ance of deposits at schools in connection with savings plans shall not be 
considered as operating a branch. 

4. Management of corporation 

Section 6 (p. 152) provides for staggered terms for the two appoin- 
tive members of the Board of Directors of the Federal Deposit Insur- 
ance Corporation (the third member of the 3-man Board is the Comp- 


troller). These members now have 6-year terms; under the new 
section, when the present terms expire, one of the new appointments 
would be for 4 years, a1 id the other for 6; thereafter all appointments 


would be for 6-year terms. 
Audits of 4 insured nonmember banks 


Section 8 (b) (p. 154) authorizes FDIC to order an audit of any 
insured State nonmember bank by an independent auditor whenever 
FDIC deems it necessary. 


6. ( onfide ntiality of reé ports 
Section 10 (p. 155) provides that information about any bank in 
the possession of the FDIC shall be confidential, but shall be available 


to the General Accounting Office in connection with its audit of FDIC, 
and to committees of Congress. 

Immunity from prosecution 

The existing provision concerning hearings and investigations by 
FDIC states that no person shall be excused from furnishing informa- 
tion on the grounds of self-incrimination, but that if he is required to 
testify after claiming his privilege against self-incrimination he cannot 
be prosecuted for any matter concerning which he testifies. This 
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provision is omitted from the corresponding section of the bill, section 
11 (b) (p. 156). As a result, witnesses could invoke constitutional 
safeguards against self-incriminating testimony. 
8. Assessment credits 

Section 18 (p. 160) rewrites the existing provisions under which 
credits are allowed insured banks when FDIC’s income from assess- 
ments exceeds its costs, including reserves and payment of claims. 
The basic formula for determining the amount of credits is unchanged, 
but several technical changes are made. They include specific au- 
thority for FDIC to apply the credit toward payment of any assess- 
ment which is past due and not in dispute; and to refund the credit 
to an insured bank in liquidation. 


9. Bank mergers 


Section 23 (p. 163) changes existing law so as to require approval 
of a Federal supervisory agency before any insured bank (whether 
State or National) may merge or consolidate with any other insured 
bank. The supervisory agency would depend on the nature of the 
acquiring, assuming, or resulting bank; if it is a national bank, the 
( ‘omptroller would have jurisdiction; for a State member bank, the 
Federal Reserve Board would decide; and for a State nonmember in- 
sured bank, it would be the Federal Deposit Insurance Corporation. 
In passing on such transactions, the supervisory agency would con- 
sider the financial history and condition of the bank, the adequac; y of 
its capital structure, its future earnings prospects, the general charac- 


ter of its management, and the convenience and needs of the com- 


munity. In addition to these banking factors, the agency would 
consider whether the effect of the transaction would lessen competition 
unduly or tend unduly to create a monopoly. The supervisory agency 


having jurisdiction would be required to consult with the other two 
Federal bank-supervisorv agencies, concerning the competitive and 
monopolistic aspects of the transaction, and would be permitted, but 
not required, to ask the Attorney General for his opinion 
10. Sharehol lers list 

Section 27 (a) (p. 165) would require each insured nonmember bank 
to keep a list of stockholders; to transmit a copy of the list to the 
FDIC within 10 days of any demand for it; and to notify FDIC of 
any single transaction involving the transfer of 10 percent or more 
of the outstanding shares of the bank. 
11. Disclosure of stockownership 

Section 27 (b) (p. 165) applies where someone other than the record 
owner has a beneficial interest in the stock of an insured nonmember 
bank, and the stock involved is more than 5 percent of the outstand- 
ing stock of the bank. It requires the record owner in such cases to 
notify FDIC of the name of the beneficial owner. 
12. Termination of insurance 

Section 29 (p. 166) makes three main changes in the procedure for 
termination of deposit insurance by FDIC. First, existing language 
referring to “continued” unsafe or unsound practices is changed to 
make it clear FDIC may act without waiting for repetitions of such 
practices. Second, under existing law an offending bank is given 
120 days to correct the practices complained of, unless the appropriate 
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supervisory agency decides on a shorter time; the bill authorizes 
FDIC to substitute 20 days for the 120-day correction period where 
the insurance risk of FDIC is unduly jeopardized. Third, the bill 
provides for court review of termination proceedings upon “‘the 
weight of the evidence’; they are now reviewed under the substantial 
evidence rule. 


> > f F cain 
ney. raymeiti OT claims 


Section 30 (p. 169) makes certain changes in the procedures for 


paying off depositors when an insured bank closes. Existing law 
provides for payment when the bank is closed “for the purpose of 
liquidation”; the new section omits this phrase, and provides for 
prompt payment when a bank is closed for any reason without 
adequa ely providing for pavment of de positors. xpress provision 
is made for payment where a lederal or State receiver or conservator 
assumes control. FDIC is given access to the records of the bank 
to settle claims. Depositors now have 18 months to file claims; where 
a shorter time lin it 1 fixed by State law for filing claims against 
receivers of closed State banks, the new section would apply the 
nortel I 1 
] / ) ore / en | €@S rece ( hip 

Section 31 (e p. 170 provi es that te1 porary mplovees hired by 
FDI as receiver of a bank shall be considered employees of the 


receivership estate, and not of FDIC. It would require FDIC to 


obtain imsurance protection against loss resulting from such em- 
plovees’ wrongful acts. 

tr , . ; y . 4 j ‘ 

Id. Val Ona hank orga sed LO ASSUME CE POs AS 


Section 32 (p. 173), relating to the formation of a national bank to 
assume the deposits of a closed insured bank, is the same as existing 
law cabin for two changes. Under existing law, such a bank has 
only restricted powers; it is limited to business ‘‘authorized by this 
Act and incidental to its organization.” The new section 
would permit the Comptroller to authorize it to transact such other 
business as a national bank may transact. Secondly, such a bank is 


now limited to 2 years’ existence; under the new section the FDIC 
could extend its life for 6-month periods, up to 2 additional vears. 
16. Annual audit of FDIC 

Section 38 (p. 179) continues the existing or rag are for an annual 
audit of FDIC’s financial transactions by the General Accounting 


Office, except that it provides that the calendar year shall be F DIC’s 
fiscal year, and GAO’s audit shall be on a calendar year basis. 


17. Conflicts of interest 


Section 40 (d) (p. 182) prevents any employee of the Corporation 
from accepting employment in any insured bank within 2 years after 


terminating his employme nt with the Corporation, except upon ap- 
proval of the FDIC Board. 











TITLE IV. FEDERAL HOME LOAN BANK ACT 


1. Advertising by noninsured members 


soth S. 1451 and H. R. 7026 contain provisions limiting advertising 
by savings and loan associations which are not insured but are mem- 
bers of the Federal Home Loan Bank System. The provisions are 
found in section 4 (d) and page 184 of both bills. S. 1451 prohibits 
off-premise advertising of membership by such institutions except as 
authorized by Federal Home Loan Bank Board regulations, and 
imposes a $1,000 fine for advertising in violation of such regulations. 
H. R. 7026 omits any reference to regulations or fines, and prohibits 
any such member from advertising in any way so as to create the 
impression its accounts are insured. Under either bill, the Board 
could remove from membership any association violating the pro- 
hibitions against advertising. 
2. Removal from membership 
Section 6 (e) (p. 186) continues the provision of existing law that 
the Federal Home Loan Bank Board may remove an institution from 
membership in a Federal home loan bank if it has “a management or 
home-financing policy of a character inconsistent with sound and 
economical a financing or with the purposes of this Act,’ and adds 
authority for the Board to define this term by regulations or otherwise. 


oF. Directors of Fe I al hon e-loan banks 


ion 7 (p. 187 contains two new provi isions. The first makes 
it clear that where a director ceases to have the spec ihed qualifica- 
tions the office becomes vacant but he may continue to act until 

successor is appointed or the term expires. The second authorizes 
the Board to appoint interim directors where a new bank is established. 


4. Fede ral Saw qs a d Loan Advisory Couneil 

Section 8A (p. 190) permits a member to continue to serve even 
though he ceases to be a resident of the district tor which he was 
elected (the term is only 1 year). 

Advances to members 


Section 10 (p. 191) continues existing authority for Federal home 
loan banks to make advances to members, with two changes. First, 
where the advances are secured by mortgages guaranteed by the 
Veterans’ Administration, they may be made in amounts up to 90 
percent of the unpaid principal of the mortgages; this is pores 
now for advances secured by FHA-insured mortgages. Second, 
provision is added to provide specific statutory authority for me thods 
of handling collateral which are now being followed (sec. 10 (e)). 


6. Bank presidents banned from board of directors 
Section 12 (p. 196) prohibits any compensated officer, employee, 
attorney, or agent of a Federal home loan bank from serving on its 


board of directors; under existing law an exception is made in the 
case of the president. 
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7. Actions involving Federal home-loan banks 


Section 12 (p. 196) contains two new provisions authorizing Federal 
home-loan banks, as Federal agencies, to bring suit in F ederal courts 
and remove to the Federal courts suits brought against them, and bar- 
ring attachments against such banks before final judgment. 


8. Obligations of Federal home loan banks as legal investments 

Section 15 (p. 197) would broaden the classes of funds for which 
obligations of the Federal home loan banks are lawful investments or 
security. The existing law provides that they shall be lawful invest- 
ments or security for all funds the investment or deposit of which is 
under control of the United States. The broadened categories would 
include funds the investment or deposit of which is under control of 
the District of Columbia, Puerto Rico, any Territory or possession, or 
any political subdivision thereof. However, funds of the Federal 
Reserve banks would be expressly excluded from the section. 
9. Assessments on Federal home loan banks 

Section 18 (p. 199), deals with assessments by the Federal Home 
Loan Bank Board upon Federal home loan banks. It changes 
existing law so as (1) to permit reductions in assessments to the 
extent the Board’s expenses will be borne from other sources, (2) 
to make clear os at assessments may include provision for working 
capital and making up deficits, and (3) to permit surpluses to be 
deducted from any later assessment. 


10. Conflicts of interest 

Section 19 (b) (p. 200) prohibits any employee of the Federal 

I 

Home Loan Bank Board or of the Federal Savings and Loan Insurance 
Corporation from accepting employment with any me mber institution 
within 2 years after terminating his employment with the Board or 
Corporation, except upon approval of the Board. 
Ei. L -owers and duties of examiners 

Section 20 (p. 200) continues the existing provision that examiners 
appointed by the Board to carry out the Federal Home Loan Bank 
Act shall have the same powers and duties as examiners under the 
National Bank Act and the Federal Reserve Act. It also broadens 
the provision to cover the Federal Home Loan Bank Board’s examiners 
while they are exercising functions under their other two basic acts. 
12. Adjustments of districts 

Section 24 (p. 202) authorizes the Federal Home Loan Bank Board 
to transfer assets and members from one Federal home loan bank to 
another, and to make other adjustments, in connection with changes 
in bank districts. 


13. Member organizations 

The new act omits (and therefore repeals) an existing provision 
which makes an organization of savings and loan associations or mutual 
savings banks eligible for membership in the Federal Home Loan 
Bank System if a majority of such institutions in the State are members 
of the organization and it meets certain other requirements. 








TITLE V. FEDERAL SAVINGS AND LOAN ASSOCIATION 
ACT 

1. Re gulation of interest rates 

Section 4 (p. 203) is a new section relatine to the interest rates and 
charges on loans by Federal savings and loan associations. It pro- 
vides that any such association may, subject to any restrictions and 
limitations prescribed by Board regulations, make such charges as are 
allowed by applicable law to other lenders. or such other or higher 
charges as are allowed by applicable law to any class of other similar 
local mutual thrift and home-financing institutions or as are allowed 
by Board regulations. A saving clause is included to prevent any 
charge for home mortgage loans higher than that now specified under 
section 5 of the Federal Home Loan Bank Act. 
¥. Re moval of office rs and dire ctors 

Section 5 (d) (3) (p. 207) is a new provision authorizing the Federal 
Home Loan Bank Board to remove any director or officer of a Federal 
savings and loan association for any violation of law or unsafe or 
unsound practice, after a Board w arning. Removal would be author- 
ized only after a hearing, and would be subject to court review on the 
“weight of the evidence.” 


’ ] 
m: Branc hes 


Both S. 1451 and H. R. 7026 contain new provisions governing 
branches of Federal savings and Joan associations. These are found 
in section 6 (p. 211) of both bills. Under S. 1451 a Federal association 
could establish a branch only if under State law or practice a Stat 
savings and loan association or mutual savings bank could establish 
such a branch. Under H. R. 7026. the same rule would apply until 
June 30, 1959; after that, a branch would be permitted if under State 
law or practice a State savings and loan association, mutual savings 
bank, or commercial bank or trust company could establish such a 
branch. Since there are several States where branches may be estab- 
lished by commercial banks or trust companies but not by State 
savings and loan associations or mutual savings banks; H. R. 7026 
would allow more freedom in branching after June 30, 1959, than 
S. 1451 would. 


4. Restrictions on associations, directors, and officers 


Section 7 (p. 212) is a new section concerning the relations between 


Federal savings and loan associations and their directors and officers. 
Subsections (a) and (b) are designed to protect the interests of the 
association when it buys property from, or sells property to, one of its 
directors or a firm of which a director is a member. Subsection (c) 
prevents an association from paying a higher return on the accounts 
of its directors, officers, attorneys, or other employees than it pays on 
other accounts. Subsection (d) imposes personal liability on directors 
and officers for any damages sustained where they knowingly violate 
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the act or certain criminal statutes, or permit any agents, officers, or 
directors to do so. Subsection (e) prohibits any executive officer from 
borrowing from his association, except for home-mortgage loans up to 


$15,000. 


5. Repeal of promotion authority 

The new act omits (and therefore repeals) an existing provision 
authorizing funds for the Federal Home Loan Bank Board to promote, 
organize, and develop Federal savings and loan associations and similar 
institutions organized under local laws. 











TITLE VI. FEDERAL SAVINGS AND LOAN INSURANCE 
CORPORATION ACT 


Accounts in community property States 


Section 402 (b) (p. 214) includes a new provision the purpose of 

hich is to give married account holders in community property States 
insurance coverage on an equal basis with married account holders in 
»t} rs Tes 

Claims and suits against Corporation 

Section 403 (c) (p. 215) contains new provisions authorizing the 


Federal Say Ines and Loan booties ve C orporation to settle claims and 
to remove actions against it to the Federal courts, and barring attach- 
ments against it be foro final judgment. 


Baler : and re qulati Ons 


sec ti 


ion 403 (c) (6) (p. 216 expressly authorizes the Corporation to 
make and enforce an s and regulations to carry out the act. 


r . ° 7 
information and re ports 


Section 403 (c) (7) (p. 217) expressly authorizes the Corporation to 
require information and reports from insured institutions. 


- ; i fe 17 
}. / se of Insurance emblem 


Section 403 (f) (p. 217) prohibits use or display of insurance emblems 
in violation of regulations of the Corporation. 
6. Empl yme nt of con re persons 
Section 403 (j) (p. 219) prohibits service of any person convicted of 
crime ‘involving dkoneas or breach of trust” as a director, officer, 
or employee of any member institution or insured institution, except 
with Board approval 
re. El igibilaty for ins LTrance 


Section 404 (c) (p. 220) broadens the grounds on which the Corpo- 
ration is expressly authorized to reject an application for insurance 
and the factors it must consider in acting on such applications, and 
authorizes it to impose such conditions upon the granting of insurance 
as it deems advisable. Conditions previously imposed would be 
validated. 


2 ee 
&. /Mergers and consolidations 


Sections 404 (e) and (f) (p. 221) prohibit mergers, consolidations, 
and related transactions involving r insured institutions without prior 
approval of the Corporation. 


Premium vidas nts 


Section 405 (p. 221) includes a new provision authorizing adjust- 
ment of insurance premiums in case of mergers, consolidations, liquida- 
tions, dissolutions, and purchases of assets. 
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10. Termination of insurance 


Section 407 (p. 223) makes two changes in the procedure for termina- 
tion of insurance by the Federal Home Loan Bank Board. First, 
existing language referring to ‘‘continued”’ unsafe or unsound practices 
is changed to make it clear the Board may act without waiting for 
repetitions of such practices. Second, under existing law an offending 
institution has 120 days to correct the practices complained of (or 
such shorter time as the supervisory authority may determine) ; the 
bill authorizes the Board to require correction within 20 days, where 
the insurance risk of the Corporation is unduly jeopardized. 


11. Insured institutions in default 


Section 408 (p. 224) makes certain technical changes in the powers 
of the Corporation with respect to insured institutions in default. 
The Corporation would be authorized to purchase assets of any such 
institution, even though it was not appointed as legal custodian, and 
to act as joint legal custodian for insured State institutions in default, 
and the Corporation’s existing powers in connection with liquidation 
of such institutions would be broadened to cover other situations, 
such as mergers, not involving liquidation. The Corporation’s exist- 
ing power to make contributions to prevent or cure defaults would be 
extended to cases of impairment, and the existing provision limiting 
the amount of a contribution to that necessary to save the “expense” 
of liquidation would be broadened so that other relevant factors 
could be considered such as the probable loss that would be invoived 
if the institution were liquidated. 

12. Regulation of holding companies 

Section 409 (p. 226) prohibits any holding company from con- 
trolling two or more insured institutions (except where control was 
acquired before enactment) and contains other provisions to enable 
the Board to deal with the holding-company situations. 

This is the same as the bill introduced by Mr. Spence in 1956. A 
revised version of this bill (H. R. 4135) passed the House on March 21, 
1957. 











TITLE VII. FEDERAL CREDIT UNION ACT 
1. Audit 
Section 7 (b) (p. 231) provides that the Director of the Bureau of 
Federal Credit Unions shall encourage each Federal credit union to 
make an internal audit each year. It also authorizes the Director to 


order an audit of any Federal credit union by an independent auditor 
or by the Bureau. 


2. Officers 


Section 13 (p. 233) makes three amendments concerning the officers 
of a Federal credit union. Existing law authorizes only one vice 
president; the new section authorizes “one or more.” It also changes 
the name of the ‘‘clerk” to “secretary,” and prohibits compensation 
of any executive officer except the treasurer. 


8. Staff for supervisory committee 


Section 14 (p. 234) includes a new provision for compensation of 
necessary clerical and auditing assistance requested by the super- 
visory committee. Under section 16, this committee is required to 
make quarterly examinations and an annual audit of the affairs of its 
credit union. 


4. Unsecured loan limits 


Section 15 (p. 234) raises the unsecured loan limit for any one 
borrower from $400 to $500. _ As in existing law, the ceiling is reduced 


to 10 percent of paid-in unimpaired courte and surplus, or $200, 
whichever is larger, where such capital and surplus is less than $5,000. 


§. Dividends 


Section 18 (p. 236) makes the following changes as to dividends 
declared by Federal credit unions: (1) dividends will be declared by 
board of directors rather than the union members; (2) dividends may 
be declared semiannually or annually, rather than just annually; and 
(3) dividend credit for each month will be accrued on shares fully 
paid up during the first 5 days of the month, rather than on shares 
paid up before the first of the month. 


6. Conflicts of interest 
Section 21 (i) (p. 239) prohibits any employee of the Bureau of 
Federal Credit Unions from accepting employment with any Federal 


credit union within 2 years after leaving the Bureau, except upon 
approval of the Director. 


7. Space in Federal buildings 

Existing law authorizes allotment of available space in Federal 
buildings, rent-free, to Federal credit unions composed exclusively of 
Federal employees and their families. Section 25 (p. 241) would 
extend this privilege to Federal credit unions where 95 percent or 


more of the members are Federal employees, retired Federal employees, 
or members of their families. 
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TITLE Vill. MISCELLANEOUS AMENDMENTS 


1. Conjidential reports to intermediate credit banks 

Section 802 (p. 246) repeals the authority for Federal intermediate 
credit banks to obtain confidential information about national banks 
from the Comptroller of the Currency. 


, 


2. Payments for procuring loan 

Existing law makes it a Federal crime for an officer or employee of 
an FDIC insured bank or Federal intermediate credit bank to accept 
a fee or gift for procuring a loan from the institution. Section 803 (a) 
of the bill (p. 247) extends this prohibition to cover institutions which 
are members of the Federal Home Loan Bank System or are insured 
by the Federal Savings and Loan Insurance Corporation, and Federal 
credit unions. 
8. Thefts by examiners 

Existing law makes it a Federal crime for Federal examiners to steal 
from a bank insured by FDIC or a member of the Federal Reserve 
System. Section 803 (b) of the bill (p. 247) extends this provision to 
cover institutions insured by the Federal Savings and Loan Insurance 
Corporation. 
4. Embezzlement 

Section 803 (c) (p. 248) extends the existing Federal embezzlement 
statute to cover institutions which are members of the Federal Home 
Loan Bank System. 


5. Use of certain terms in business name 

Section 803 (d) (p. 248) adds the letters “U.S.” to the list of words 
which may not be used as part of the name of a firm engaged in the 
banking, loan, building and loan, brokerage, factorage, insurance, 
savings, or trust business. It also makes the use of the words ‘‘na- 


tional bank”’ or “national banking association’? by unauthorized firms 
a Federal crime. 


G. False entries 


Section 803 (e) (p. 248) extends the existing criminal provision 
regarding false entries in the books of certain financial institutions, so 
as to cover institutions which are members of the Federal Home Loan 
Bank System. 


7. Disclosure of information 

Section 803 (f) (p. 248) extends the existing criminal provision 
against disclosure of information by examiners, so as to cover institu- 
tions insured by the Federal Savings and Loan Insurance Corporation. 
8. Services by examiners 

Section 803 (g) (p. 249) similarly extends the prohibition against 
examiners performing services for compensation for the institutions 
they examine, so as to cover examiners of the Federal Savings and 
Loan Insurance Corporation. 
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9. Bank robbery 

Section 803 (h) (p. 249) extends the Federal statute against bank 
robbery and related crimes so as to cover Federal credit unions. 
10. Bribery and political expenditures 

Section 803 (i) (p. 249) makes it a crime for any bank or other 
institution insured by FDIC or FSLIC, or any officer of such an 
institution, to make any gift to any public official who supervises the 
institution or has authority to deposit public funds in it. Section 803 
(j) extends existing law against campaign contributions by national 


banks, so as to cover banks and other institutions insured by FDIC 
or KSLIC 
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